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KEY ECONOMIC INDICATORS 


(Current terms, $ million except where stated) 


Average exchange rate (1TD=) 


DOMESTIC ECONOMY 

Population (in millions) 
Population growth (%) 

Gross Domestic Product (GDP) 
,Gross National Product (GNP) 
Per capita GDP 

GDP (constant TD - 1980=100) 
GDP (constant TD - % change) 
Consumer Prices (% change) 


PRODUCTION AND EMPLOYMENT 
Labor force (in millions) 
Unempfoyment (% yearly average) 
Mfg Production (1983=100) 
--Percent change 
Consolidated Govt Deficit 
(net of debt repayment) 459 
Government Deficit as % of GDP 5.2 


BALANCE OF PAYMENTS 

Exports (Goods and Services) 2745 
Imports (Goods and Services) 3392 
Trade Balance - 647 
Current Account Balance - 711 
Foreign Direct Investment (new) 194 
Foreign Debt (year end) 5270 
Debt Service paid 880 
Debt Service/current receipts 27.9 
Forex reserves (year end) 203.7 


US-TUNISIAN TRADE 
US Exports to Tunisia (Goods) 204.1 
US Imports from Tunisia (Goods) 12.4 
US Trade Balance 191.6 
US share of Tunisian exports 0.7 
US share of Tunisian imports 7.0 
US Bilateral Aid: Economic 58.6 
Military 67.0 


Sources: Budget Economique, Ministry of Plan 
Institut National de la Statistique 





SUMMARY 


The Tunisian economy showed mixed results in 1988. The economic 
adjustment plan implemented after the 1986 balance-of-payments 
crisis helped put the economy on a sound base. However, the worst 
drought in a generation and a severe locust invasion virtually 
destroyed agricultural production, slowing down the GDP annual 
growth rate to 0.9 percent from 5.8 percent in 1987. In addition, 
Tunisia’s revenues from oil--a major source of foreign exchange-- 
are steadily diminishing as the country faces the fact of turning 
from a net oil producer to a consumer in the next few years. 
However, manufactured exports and tourism were up 12 and 50 percent, 
respectively. The increased receipts from tourism helped push 
foreign exchange reserves to about $900 million at year-end, 
compared with about $30 million during the 1986 crisis. 


There was little social agitation despite the rising cost of living. 
Unemployment, particularly in the agricultural sector, increased, 
but labor unions remained calm as several categories of workers 
received small pay increases, the first in five years. 


Tunisia participated in the establishment of the Maghreb Arab Union 


(Union du Maghreb Arabe -- UMA) in February 1988. The UMA plans 
substantial economic cooperation among its member countries-- 
Tunisia, Libya, Algeria, Morocco, and Mauritania. Trade between 
Tunisia and the four other members currently is very limited. 


Due to late and uneven distribution of rainfall, the 1989 cereal 
crop will be below normal. Consequently, overall GDP growth will 
fall short of the 5.5 percent target. 


Support for the new administration remains strong. In the April 
1989 elections, President Ben Ali, running unopposed, was elected 
head of state for the next five years. In legislative elections 
featuring several parties, the ruling party won about 80 percent of 
the popular vote, taking all the assembly seats. 


Tunisian businessmen and officials who visited the United States in 
December 1988 for a meeting of the Tunisian-American Joint 
Commission for Trade and Investment feel that prospects for U.S. 
trade and investment are good. The Tunisian Government continues to 
liberalize the economy and conditions for foreign investment, 
particularly in export industries, are good. Opportunities in 
Tunisia deserve serious consideration by U.S. business. 
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A. CURRENT ECONOMIC SITUATION AND TRENDS 


Despite a disastrous drought and a mediocre performance by the 
domestic economy, 1988 ended on an optimistic note. Tourism was up 
50 percent, due primarily to nearly 1 million Libyans who visited 
Tunisia after the reopening of the border between the two countries 
in March 1988. The Libyans spent $600 million, pushing income from 
tourism to $1.2 billion, double the 1987 figure. 


The year opened with a severe drought, which lasted until late 
autumn. The cereals crop was virtually destroyed. Production was 
down to 0.3 million tons, a third of normal. Output in the other 
agricultural sectors also fell a staggering 21 percent. Massive 
food imports became necessary, pushing the food trade deficit to 
$250 million compared with original estimates for the year of $18 
million. 


The severe drop in agricultural output held overall GDP growth to 
less than 1 percent, well under initial estimates of 2.5 percent. 
Agriculture usually contributes between 15 and 20 percent of 
Tunisia’s GDP. 


The success of Tunisia’s export drive was reflected in improved 
showing by most of the maufacturing industries. Those producing for 
the domestic market grew by 4 percent, while export-oriented sectors 
expanded 12 percent. 


Textiles are Tunisia’s leading manufacturing sector, producing 5 
percent of GDP and bringing in export earnings of over $700 million 
in 1988, making them the country’s second best export-earner after 
tourism. Overall growth for the year was 5 percent (3.9 percent ii. 
the domestic market and 6.2 percent for export). 


In agribusiness, overall production was affected by the drought. 
Companies operating in the local market grew 1.5 percent, while the 
export arm of the agribusiness sector grew by double this figure. 


Over the past few years, Tunisia has invested heavily in production 
facilities for the building industry. Overall GDP in this sector 
grew 7.3 percent in 1988, with the domestic market expanding 4.1 
percent and the export sector expanding a vigorous 38 percent. 


The export arm of the mechanical and electrical industries sectors 
grew 13.3 percent. but its domestic counterpart was up only 2.3 
percent. Results varied throughout the sector--iron and steel 
production fell 3.5 percent, a result of quinquennial maintenance 
work at the El Fouladh foundry. 


Tunisia has pulled out of the automobile assembly business for now, 
and, as a result, overall production in the automotive component 





sector is down. General Motors (GM), however, may start operating a 
new automobile assembly plant in late 1989. Current plans call for 
Tunisia to import 30,000 passenger vehicles over the next five years 
to meet local requirements. Contracts have already been signed with 
Peugeot, Renault, Citroen and Volkswagen. GM, offering Opels and 
Isuzu commercial vehicles, is expected to win a share of this market. 


Overall production was up in the chemical industry. The export 
sector expanded by 16 percent, the domestic market by 12.1 percent. 


Tunisia’s energy sector is running out of easily exploitable 
resources, leaving the country only two or three years away from 
becoming a net importer of petroleum products. In 1988 earnings 
from oil exports fell to $117 million from $190 million the year 
before. Total production of hydrocarbons slid to under 5 million 
tons in 1988 as the sector’s contribution to GDP contracted by over 
2 percent. 


The persistent slump in world phosphate prices has severely affected 
the mining sector since the early eighties. Total production in 
1988 was 6.2 million tons, 1.2 million tons of which were for 
export. The slight improvement in world prices in 1988 helped the 
sector to grow by 0.5 percent. 


Tourism was the star performer in 1988. Income from tourism 
slightly doubled to over $1.2 billion as the total number of 
visitors rose from 2 million to 3 million. The increase was almost 
totally accounted for by Libyan tourists, following Tunis’ 
rapprochement with Tripoli. The visitors brought with them large 
quantities of consumer goods not available in Tunisia. These were 
sold in parallel markets throughout the country. At the same time, 
the Libyans purchased large amounts of Tunisian goods for resale at 
home. The number of visitors from European countries--the bread and 
butter of Tunisia’s tourism industry--remained static. 


Earnings from tourism were the major reason for the 21.9 percent 
overall growth in exports of goods and services. These rose to $4.1 
billion. Exports of goods alone ($2.3 billion) were up 8.3 percent. 


Liberalization, Trade and Investment 


Imports regulations were relaxed considerably in 1988 as economic 
expansion, fueled by the export of manufactured goods, required 
higher levels of imports to feed industry. As a facilitation 
measure, the import of raw materials and semifinished goods was 
liberalized. Import of goods rose 26.2 percent to $3.8 billion, 
compared with a 9 percent rise in 1987. Enterprises which export 





more than 15 percent of their production may freely import all the 
materials and equipment they require for production. Customs 
tariffs on imports of capital goods were cut considerably, with the 
maximum customs tariff in effect being reduced to 43 percent from 
220 percent. Tunisia says it will further reduce the maximum rate 
to 25 percent by 1991. However, total taxes on imported goods were 
not slashed by such levels. A value added tax (VAT) is payable on 
imported items, similar to the VAT on locally produced goods. 


Tunisia is in the final phase of negotiations for full membership in 
the GATT. 


The trade deficit expanded to $252 million in 1988. With current 
transfers positive at $12 million, the resulting current deficit, 


$240 million, was 2.3 percent of GNP compared with early estimates 
of over 4 percent. 


Foreign debt for the year reached $6.2 billion, over 60 percent of 
GNP, and nearly in line with the year’s estimates of 59.2 percent 
($6 billion) of GNP. Debt service increased to $1.1 billion, 24.3 
percent of current receipts. 


Pressures on public spending required a revised budget at mid-term, 
and an additional $36 million was approved. This was necessary to 
fight the drought and locusts. The government budget rose to $3.6 
billion, more than 8 percent above 1987. At $449 million, the 
budget deficit was 4.4 percent of GDP. 


The level of investment remained disappointing. Despite attractive 
legislation providing fiscal advantages for both Tunisian and 
foreign investors, total investment for the year, at $2.1 billion, 
was $120 million below estimates. To a large extent, this can be 
attributed to a lag between project planning and actual commitment 
of funds and some hesitation in the private sector due to cost of 
foreign exchange and uncertainty about economic policy. 


Inflation in 1988 was about 8 percent, more than 1 percent higher 
than the previous year. Stagnation in wage and salary levels kept 
the increase in consumption at a moderate rate (1.6 percent). 


By advancing presidential and legislative elections from the end of 
1990 to early 1989, President Ben Ali sought to gauge his own 
popularity and install a new parliament willing to adopt a tougher 
approach to the country’s problems. To his credit, Ben Ali has made 
it clear that Tunisia’s economic prosperity depends very much on the 
Tunisians themselves. His overwhelming election victory in April 
1989 and his subsequent cabinet selections have confirmed that the 
Tunisian economy is moving toward a modern, open system with a more 
prominent role assigned to the private sector and less interference 





by government agencies. The slow but steady privatization of many 
state firms will continue as the government increasingly looks to 
the private sector to make the kind of productive investment 
necessary to cope with one of the country’s major economic 
problems--chronic unemployment. 


The Year Ahead--As a result of late and uneven rainfall 
distribution, 1989 will be below normal for agricultural 
production. Overall GDP growth will fall short of the 5.5 percent 
target. Major goals for 1989 are consolidation of the improvement 
in the balance of payments and higher levels of investment. 
Increased exports of food products, textiles, and mechanical and 
electrical equipment will all play their part, but the most 
significant contribution will again come from tourism. Total 
receipts in 1989 should again top the $1 billion mark, about 27 
percent of total export income. 


With current transfers up to $44 million--higher debt interest 
payments ($434.5 million in 1988 compared with $426 million a year 
earlier) offset by higher workers’ remittances (up to $511 million), 
the current deficit should be about $314 million, just under 3 
percent of GDP. The country’s foreign debt will rise to $6.02 
billion during 1989, with debt service up to $1.16 billion. 


If achieved, higher investment levels would indicate that the 
economy is moving forward. The total investment goal for the year 
is $2.25 billion (21.3 percent of GDP), nearly $300 million more 
than in 1988. Two thirds of this increase will come from the 
private sector (manufacturing industries, agriculture, and, toa 
lesser extent, petroleum), whose share of total investment will rise 
to 48 percent compared with 44 percent in 1988. 


A net improvement in unemployment levels is unlikely. Agricultural 
jobs will increase, but job generation in other sectors will not 
keep up with increasing demand; it is estimated that an additional 
25,000 people will join the ranks of the unemployed in 1989. 


Inflation in 1989 will be up around nine percent as liberalized 
prices continue to rise. 


B. IMPLICATIONS FOR AMERICAN BUSINESS 


With Tunisia’s continued commitment to a structural adjustment 
program, the opportunities for U.S. business are better than ever. 
The country is engaged in a steady liberalization of its import 
regime, with many goods already freely importable. Imports from the 
United States went up substantially in 1988, and although much of 


the increase was in food grains, other areas also showed steady 
growth. 





Investment Climate: In December 1988, the Tunisian-American Joint 
Commission on Trade and Investment met at the Department of Commerce 
in Washington. The Tunisian delegation included prominent private 
industry representatives, who explained Tunisia’s new favorable 
investment climate to their American counterparts. The best fiscal 
advantages are provided to companies operating export-only plants in 
Tunisia. Although there are no free zones per se, the investment 
codes offer exporting firms the same benefits they would enjoy in 
free zone areas. Liberalized conditions for agricultural investment 
are prompting a number of U.S. companies to explore projects in 
aquaculture--raising fish for the European market. Recent 
legislation also tends to favor oil exploration by international 
companies in cooperation with the national oil company. 

Hydrocarbons exploration is the largest area of U.S. investment. 
Overall, a number of U.S. firms are either planning new investments 
or taking a closer look at Tunisia. 


Tourism is the fastest growing sector in the economy, but U.S. firms 
are not well represented, even though the tourism investment code 
provides significant incentives for hotel development. Tunisia is 
interested in attracting more American tourists, but needs advice in 
upgrading and marketing its tourism sector, which now consists 


largely of inexpensive beach vacations offered through European tour 
operators. 


Tunisia has an advanced industrial and commercial infrastucture and 
is in a good position to become a subcontracting center for firms in 
Europe. Labor rates remain low compared with those in the European 
Community [EC]; Tunisia’s preferential access to that market will 
continue even after the advent of EC ’92. Tunisia already ships a 
large volume of automotive and electronic components and other items 
to European manufacturers. 


Trade Prospects: Tunisia’s import liberalization has improved 
conditions for U.S. traders. Grain purchases continue to dominate 
imports from the United States, but the volume of grain imports is 
dependent on domestic agricultural production and credit terms made 
available to Tunisia. The other large 1988 purchase was commercial 
aircraft, including two 737-500s from Boeing. The growth of the 
tourism sector will keep Tunisia in the market for additional 
civilian commercial aircraft through the early 1990s. 


The recent prolonged drought underlined the importance of efficient 
management of water resources. This sector holds significant 
potential for U.S. business in terms of irrigation equipment, 
industrial and household filtering devices, monitoring and measuring 
equipment, and water storage and treatment systems. Other 
opportunities for U.S. exporters are in the sale of heavy 
construction equipment, computers and peripherals of all kinds, 
specialized chemicals, and inputs for the growing textile industry. 





The establishment in 1988 of the UMA was essentially a political 
move. Arrangements for economic integration and a unified market 
are distant, but it is not too early to consider marketing 
strategies for responding to this grouping of some 70 million people 
with a combined GNP of about $237 billion. 


Most major purchases by the Tunisian Government are by international 
tender. The lead time for bid submission is often short. U.S. 
firms may have to obtain the documents and translate the bid into 
French for submission in as little as one month. Thus, it makes 
sense to have a local agent who can respond quickly to government 
tenders and maintain contact with clients. Tunisian buyers are also 
concerned about after-sales service on equipment and prefer to have 
a local office to turn to for maintenance. Firms wishing to develop 
an agent or distributor relationship with a Tunisian company may use 
the Commerce Department’s Agent/Distributor Service through the 
nearest district office. Periodic visits to clients by company 
officials are advisable. The Commercial Section of the U.S. Embassy 
in Tunis assists U.S. business people by providing current market 
information, making appointments, and identifying business contacts. 


Americans interested in developing business in Tunisia may wish to 
contact the U.S. Department of Commerce, Office of the Near East, 
Room H2036, Washington, D.C., (202) 377-5737, the Department’s 
District Offices throughout the United States, the U.S. Trade and 
Development Program in Rosslyn, VA (703) 875-4357, the Overseas 
Private Investment Corporation (202) 457-7139, and the Tunisian 
Embassy in Washington (202) 862-1850, for assistance and counsel. 


The following Tunisian agencies also may be of assistance: The 
Agency for the Promotion of Industrial Investments (API), 63, rue de 
Syrie, 1002 Tunis, Tunisia, Tel: (011) (216) (1) 785-510 or 287-600, 
Telex: 14166; the Agency for the Promotion of Agricultural 
Investments (APIA), 62, Rue Alain Savary, 1003 Tunis, Tunisia, Tel: 
(011) 216) (1) 288-091, Telex: 12280, 14280 


The American Embassy is located at 144 Avenue de la Liberte, 1002 
Tunis, Tunisia; telephone (011) (216) (1) 782-566; telex 13379 AMTUN 
TN; FAX # (011) (216) (1) 789-719. 
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